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FROM: WR-ALC/FM/PK

SUBJECT: Insurance Policy Buy Procedures _ '

1. The AFMC LG/PK Acquisition Pipeline Inventory Reduction (APIR) Integrated Product
Team (IPT) recommended using the Insurance Policy buy procedures when an item is being
procured competitively and a first article test is required to qualify a new source. This policy was
established at this ALC by WR-ALC/CC letter, Implementation of the Insurance Policy for Firs:-
Time Producers, dated 26 June 1991. Insurance Policy is a means to ensure delivery of needed
supplies or repair while an unproven source becomes qualified. Itisan excellent tool when some
type of preproduction qualification is required. (Traiung was provided to-IMSs in 1991, and a

refresher course was given in 1996).

»  The current directive for the Insurance Policy is contained in AFMCI-23-102, Purchase
Request (PR) Operations, Chapter 10, Paragraph 10.2. Even though Paragraph 10.2.1 states
“The Insurance Policy may be applied to purchases where all of the following conditions-are— - -
satisiied”, local policy is being chanzed to say that [nsurance Policv buy procedures will be
applied when those conditions as specified in paragraphs 10.2.1.1. through 10.2.1.4. exist. To

ensure that these procedures are utilized 10 the maximum, Product Directors shall require

justification any time these procedures are not utilized on investment item buys requiring a first
article. A copy of the determination should be attached to the PR and provided to the PK buyer

as part of the PR package. Instructions for including Insurance Policy in RFPs is contained in
AFMCFARS 5317.7590. '

_ Should you have any questions, nlease call us, or have your staff call our points of contact,

Sammy Dame, FMLRA, 60862, or Sheila Paul, PKPB, 61924.

DAVID D. BURTON, SES_
1 Attachment Director .
AFMCI 23-102, Paragraph 10-2 Directorate of Contracting
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0 él, Atch 97-11B (FAR 17) Post to AFMCFARS 5317.7590 (and AFMCI 23 102,
para 10-2 if available) by circling the reference(s)
and noting in the margin: '70-41, Atch 97-11B".
Then file this atch behind the sups to FAR 17.
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. 9.1.1. Item number (column A): Enter the line.or subljn
item from block 8, column A. '
9.12. Accounting classification (columy
Enter all nine elements of the
Accounting Classification (S2
tained
management diregives.

B(1)-BO):
wfidard Air Force
£C). These may be ob-

from the Srized  documents/program

CFovals. The initiator will sign and legibly print,

PR FUNDING AND APPROVAL FOR ITEM BUYS

““the same format will be added in-bled
*_14F as required below:.For:J(

data. - initial PR

VR

"""~ “phone extension in block | 14A> Additiona sifnatures’ in-S5E

- 14B. throughr:
37FRs; these: signature:
are on the: "initial" PRszAthe-"final” PR’ need ot t
signed. PRIMIPR Cefitrol will forward one copy of the
jgrted
FinancjatManagement with the final PR to the contract- "~
ipgfunction. e e

> . Routine (Priority R and E) PRs for DAL, D062, . _

_ and DO3Nen require no additional signatures on the
" PR itself. Theé~ap mviﬂgﬁﬁthéritysignamrcs- on- the™™

requirements compua jon document review and ap-

proval of the buy. ,
9.2.2. Urgent (Priority B, C, an< D) and emergency
(Priority A) PRs for D041, D062, amDO39 items re-
quire review and approval by a locally designated man-
agement level (see para 8.4.1). This approval, as wei 25
intermediate review, may be )'ndicated in block 14.

by the initiator and certified. by,

10.1. General This chapter provides guidance for spe-

cial procedures which apply to certain categories of
items or buys and are generally worked "off-line", or
outside of the normal buy cycle process. PR initiators
will find that.these procedures often represent exmwa
work with no immediate payofi. However, when applied
in the appropriate circumstances there will be a measur-
abie long-term benefit to the initiator, the center, and the
Air Force. Supervisors and managers must recognize
this in workload assignment and worker recognition.

102. AFMC New Source Insurance Policy. The prin-
cipal aim of allowing new sources to compete for gov-
ernment contracts is to obtain the best possible price and
performance, which will theoretically always occur inan
open market competitive situation. A side effect of this
situation, however, is that we are also exposing our-
selyes to increased risk should an Unproven source's item
not be functional. To guard against this, certain items
(primarily complex or critical performance type items)
require First Article (FA) testing and approval before the
_new source is given the go-ahead for production.
Remember that the requirements systems produce buy
notices based in part on an expected acquisition lead
time (AQLT). If a FA testis required, the actual AQLT
will almost certainly exceed that upon which the re-
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guirement was based. This could translate to stock out— -
ages and degraded mission support. Some items can be. L.

E’F’ Or-5lamp- his-Or-her-hersy office C)'m}-\(\" and tele -
Chapter 10
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delayed with minimal impact upon mission capability. - - -
Other items, however, are essential to the capability of -

the weapon system. For these types of items, we cannot .. - --
allow the emphasis on competition to unduly jeopardize.-- =%

the logistics pipeline. The AFMC New Source Insurance
Policy allows new sources to bid on such iterns while
ensuring that we also have a contract in place with a-
proven source
maintain support. The proven source's contract also has
an option for up to the total buy which can be exercised
in the event that the new source cannot perform. Ideally,
this can allow complete support with no break in supply.
At the minimum, it allows us to avoid repeating the en-
tire AQLT. If the new source cannot perform, we have
in place and we are only production lead time

an option
(PLT) away from delivery.
102.1. The Insurance Policy may
chases where all of the following conditions are satis-

fied:

be applied to-pur-

102.1.1. A break in supply (that is, failure to deliver on

for the minimum quantity peeded to-’

schedule) would jeopardize support to operational units. ... .

mission capabiliity.
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» . AFMCI23-102 12 October 1994 ) ) FE T PR

Essential Quantity (MEQ) to the l_owest'-offcxf_ing brovén-

- © 102.12. The item has an Acquisition Method Code
-t - (AMC)of 1 or2 assigned, regardless of the Acquisition. ~ source. The MEQ'is'dg;cnninEd by using the procedures ‘

cover the added lead time to- determine;if the fiew source
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f‘j_.-mwhichv qualify for the
“for- use of Authority (cX1)) to Full and Open -

{0.2.1.3. The item is: of such. complexity or criticalness |+
that'a FA testis required to ensure that the new ource is. -
capable of producing 4 conforming part. “:-:i- o

102.L4. The buy. will be: processed_under. a. routine..
Contracting Priority Code: (E-or R). (Notex Emergency =

f—or Urgent buys (A,B,C, ‘or D) need expedited processing

through the PR/Contracting precess and are therefore
not candidates for the Insurance Policy.)

NOTE: These criteria are established such that items
Insurance Policy will also qualify - .

“** Competition (F&OC) for the Mission Essential Quantity.

(MEQ). A central point which must be supported in the
. justification for OTF&OC is that timeliness of the deliv-
ery is an essential element of the government's require-
ment, and that only one or a limited number of previ-
ously proven sources can satisfy the requirement when
that factor is included.
10.2.2. How the Insurance Policy works. As shown in
Figure 10.1, Case 1, the normal purchase is with 2 single
producer who begins production upon contract award
and delivers the item PLT later. The problem which the
- Insurance Policy is designed to address is shown in
Figure 10.1, Case 2. In this case, the new source's FA
test requirement will delay the Jelivery to a point be-
vond the Need Date (ND). At the ND, we will begin
using assets from the safety level and/or experiencs
backorders. Until delivery begins, the situation will
worsen. An Insurance Policy buy, shown in Figure 10.1,
Case 3, awards a portion of the buy called the Mission

. is capable: of‘performing.. The, proven, source:also: re- -
zeives. a yariable; optionfor.up:to. the remainder of the.

=

receives’a contract

. during the production: of the. MEQ), the- prever source,

)

fot.th

structured: as. a- FA- ype: contract. If t'lié?'if_e’\:’vr"'?é'dﬁ':'é:is_;
successful we will receive: “deliveries from” the: two
sources in time to avoid any break in supply. If the new
source is not successful (we will know: this at some point
option wil[ibe:ciercﬁéd.;’l‘hé'MEQ; portiom of the buy==""~ -
will be deliveréd:at the original Required Delivery Date-. -
(RDD). If the new source evaluation is timely, the MEQ
will provide support until the option quantity is deliv-
ered. Delay in evaluation may result in a break in sup-
ply, but this break will be minor compared to that which
would result from the traditional contracting approach.
102.3. Activation of the Insurance Policy. The
Insurance Policy provisions are activated only when an
unproven source is tRe successful low offeror. (If a
proven source. is theJow offeror,. then of-course it re- 7 _
ceives a contract for the entire quantity.) If the unﬁrové:‘
source does provide 2 conforming product on schedule, -- -
it then provides the remainder of the non-MEQ quantity. -
If the unproven source fails t0 provide 2 conforming
product orr time, the proven source optiod for the re-
mainder of the non-MEQ quentity is exercised. The '™
MEQ provides a buffer to span the time until delivery of -
the option quantity begins. o
10.2.4. IMSs will determine the MEQ as follows.." .. - .-

BUY NOTICE CORTRACT FIRST ART
AWARD  APPROVAL

CASE {: PROVEN SOURCE BUY NEED DATE &
BUY NOTICE CONTRACT AWARD DELNVERY
L 1 z . | _
ALT PLT o ) -
CASE 2: NTW SCURCE WITHOUT INSURANCE pPOLICY
NEED

L & 1
ALT FA TIME PLT PLT
GRS RdeY T TTTTI T ITTTTTT L
BUY NOTICE COKTRACTS(") - -
e NEED DATE &
ALT MEQ DELIVERY
1 PLT-MESSION ESSENTAL QTY 9
*PROVEN SOURCE [ P e e e
A TM! NEED DATE & -
*NEW SOURCE [__-j OPTION DELIVERY ———— _———— - -
1 PLT-OPTION QTY q
*OPTION

Figure 10.1. How the Insurance Policy Works..

10.2.4.1. Consumable Items (D062). Upon confirming
that an item is a candidate for Insurance Policy buy pro-
cedures, the Inventory Management Specialist' (IMS)
will examine the PLT figures in the procurement history
and confirm that the PLT used in the computation does

(FAR 17)

_not reflect the PLT associated with first article testing.
The IMS will compute the MEQ by muitilying the
daily demand race by the amount of time expected after
contract award foc determination: of 2 new source's
product acceptability. Use the most realistic time esti-
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mates available (documented!) for FA tests of this or -

, similar items. in the recent past. If better estimates are:
i 2 pot available, use 120 days. Note that'this is an off-line.
. * calculation: The- additional lead time will not be file”
0= _ maintained -into- D062, as- future. computations: would.
"< then be inflated. Zi-ig ik
0.2.4:2% Investment: ltems:

2 Iny (DO41)... Upon: confirming -
- that arf jtern i€ & candidate for Insurance Policy:buy-pro-%=
“+F cedures the IMS will examine: the PLT figures. in- the: ~

procurement history and ensure that the PLT used in the: .
computation does.not:include. PLT associated with-first: -

"~ article testing- To determine the MEQ; the IMS will run

- a D0O41B "what if” E;gn}putagign with 180 days (or an-=---

—

= other figire. if more accurate and documented) added
- . " - PLT:This figure represents the added PLT expected as a.
resuit of first article-testing, or in another sense it repre-
sents the potential time lost should the new source prove
incapable. The change in the buy .quantity from.the
D041 to the D04 1B is the MEQ. DO NOT file maintain
the revised lead time into the database, as future re-
quirement computations would then be inflated. Should
the total Acquisition lead time (ALT + PLT) exceed 36
months, an additive requirement is authorized IAW
T AFMOCM ST4. This additive would be input vsing the
same "what if” DO41B recomputation that is being used
for tue Insurance Policy MEQ calculation. Again, DO
NOT file maintain this into the data base.
10.2.5. Limitations on the Calculated MEQ.
10.2.5.1. MEQ Ceiling. In cases where the expected new
source first article testing time exceeds the normal PLT,
such as exwemelv complicated irems or critical nuclear
surety items, it is possible to have 2 caiculated MEQ
wiich excesds the current buy quantity. In such cases,.
the insurance Policy canmot be applied because the '
LiEQ cannot exceed the current buy quantity, and this
limization would cause another buy notice to be initiated
- _beifosc.ihe new source first article testing was com-
pleted. Soiicitation and conmact management under such
circumsiances would be extremely difficuit. Rather than
applying the Insurance Policy to such iterns, source
qualification shouid be worked apart from the require-:
ments buy. o
102.5.2: MEQ Floor. In certain situations (principally
" D041 items with exceptionally low condemnation rates),
the procedure may yield a calculated MEQ of zero.
“Since the proven source must be presented with some
~ " basic quantity upon which to bid in order to establish an
- Insurance Policy option, the MEQ wiil be adjusted as
necessary to be no less than 10% of the buy quantity
(rounded up to the nearest uaio).
10.2.6. Requesting Use of the Insurance Policy. To re-
quest the use of the Insurance Policy, the IMS will enter
the MEQ as a separate line item, with Remarks Text for
the line item identifying it as the MEQ. A note o the
tuyer will state that "Line Item __ is the Mission
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" Form260, First. Article Requirements_ Further marking__ ;;
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+ 5= daysiof, contract award (see- attached.
Criticalzmission.; requirements; prohibitt a0yz:

and. testing: require julesv
- v TWT A P e s ok
 proven source: option’ being’immediately ex

referenced’schedule should be: reflected” on the’ AFM

reised.Th
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. instructions (Ship to/Mark for) for the FA line item must; ¢
include a requirement on the contractor. to identify it as
_an Insurance Policy. item: This will provide the. neéded.Z:

= "visibility upon.receipt of the FA to ‘expedite the testing:
- of the FA~A Justificatioand Approval (J&A) for the: 5
requirement will be submitted with the PR. This J&A
will be used only in the case where an"unproven source

is the lowest-offeror. Given this situation, there will be
two actions (one definite and one potentizl) covered by

the J&A. The first action (definite)-will be the award of . ..
the MEQ using FAR 6.302-1 (Only One or Limited -
Number of Responsible Sources). This action will al-
ways be applicable- for an {nsutance buy when an un-
proven source is the lowest offeror. The second action &%
(potential) covered by the J&A . will be the proven~ F§
source's option, exercised if (and only if) the unproven ..
source fails to meet the FA requirements stated in (hé'_.'
contract. In this situation, the balance of the requirement B
will be awarded to the proven source using FAR 6302-1. s
102.7. Enforcement of Insurance Policy Provisions. -
Once an Insurance Policy contract is in place, the IMS™
and buyer must ensure that all activities are complying..
with its terms. It is critical that contracior actions (i.e.,.
delivering, the First Article sample) be completed on:-
time. If the new conwector is not complying with the -
schedule, the proven source- option must be promptly
exercised to maintzin mission support. It is equally criti-
cal to the success of this process that the government not - .
exceed its allotted time standards used to derive the ...
MEQ (i.e., testing the First Article). To this end, each -
ALC must maintain a procedure which allows Insurance -
Policy FAs to be expedited through the testing process S
and the pass/fail decisions made within the time allowed. - - -~
for by the PR's MEQ. Advance notification of the in-

coming FAs to the test facilities is required so that ap-

propriate workload scheduling_ decisions can be made:

For these critically important items, intensive: manage-- - - [ - .-
ment attention is warranted. Cootnoame
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